In this study, we argue that levels of trust are shaped by formal and informal institutions.
Introduction
Trust is essential to economic and social interactions. It can be defined as confident reliance evolved in the division of labor and cooperation processes. In primitive societies, people relied on a small band of fellows for survival. Today we voluntarily engage in numerous interactions to get specialized services from people and organizations whom we scarcely know, but in whose credibility we have faith. Why do we, for example, risk our hard-earned money to prepay someone whom we never met for all sorts of items purchased over the internet? We desire exchange and we expect that there are rules and norms that go with these transactions that constrain opportunistic temptations and punish the exchange partners who fail to deliver goods or services in good faith. The sense of security and confident reliance that we have in these transactions is thus built upon formal and informal "rules of the game" to punish the defectors for breaches of contracts.
In this sense, institutions are the very foundations of trust that individual agents seek.
However, different views of the causal relationship between institution and trust have been proposed. Uslaner has claimed that "(t)rust leads to better institutions-not the other way around" 1 based on the moral foundations of trust as he understood them. In his view, trust is "a general outlook on human nature and mostly does not depend upon personal experiences or upon the assumption that others are trustworthy" (Uslaner 2 2002, p.17, Italic origin) . Fukuyama also argued that trust is a causal factor that prompts economic performance in his book, Trust. Aside from any methodological concerns 3 over these studies, we would think that whether trust could be taken as a causal factor can boil down to basically a definitional issue.
The concept of trust could be understood from two aspects: first, like sympathy, conscience, selfishness, etc., trust is one of the basic human natures which do not involve moral-immoral judgments. From this human nature point of view, trust is everlasting but difficult to measure and to compare different individuals across different times and place, even by using up-to-date technologies. Second, trust as revealed in our daily lives or measured by survey data is an "outlook of human nature" shaped and channeled 4 by the institutional environment where we reside. This outlook of human nature does depend upon personal experiences. Or more specifically, trust depends on individual perceptions of the probability of being cheated in transactions that they experienced in. It varies over time, space or type of transactions, etc. Based on this understanding of the "trust"
concept, we would argue that the moral foundations of trust that Uslaner claimed is only concerned with human nature, which is not captured by the data he used in his studies. In other words, his empirical data and the concept of trust in his studies denote different things that can hardly support his logic. In this study, trust only indicates the degree of trust or observed trust as revealed through individual behavior or perception 5 .
This study also argues that it is only institutions 6 that have a causal effect on trust, not the other way around. Institutions, either formal or informal ones, defined as "rules of the game", evolve to delineate boundaries of rights. To affect institutions requires socioeconomic activities that can adjust or generate incentives to adjust boundaries of rights. Trust itself is only concerned with the probability of taking responsibilities that an 4 Beito, D. T., P. Gordon, A. Tabarrok (2002) , Voluntary City, Michigan: The University of Michigan Press, p. 3. 5 Some studies analyzed the component of trust. For example, in the paper by Glaeser et al (2000) , trust was classified as "trusting" and "trustworthiness". "Trusting" is determined by individual's "specific instances of past trusting behaviors". And "trustworthiness" is defined by whether individual trusts others (Glaeser et al., p. 40) . Both components, we think, depend upon personal experiences and knowledge, which is what we concerned in this study. 6 "Institution" includes formal and informal institution. As for informal institution, we might need to pay more attention to the difference between the two concepts: informal institution and trust. Some studies argued that trust could be substitute for formal institution (for example, Beugelsdijk and von Schaik (2001) ). We would think that it is not trust, but rather the informal institutions which promote trust, that could substitute some formal institutions.
individual would think that partner(s) should take voluntarily. Slave owners would trust slaves as long as the expected probabilities that the slave voluntarily did what the slave owner thought he should do were high, regardless of the fact that rights between these two agents had been immorally 7 distributed. It is true that rights would shape responsibilities. But the incentives to readjust the rights for better performance come from cost-benefit considerations, more so than from trust. This investigation will follow this causality logic to analyze how and to what degree institutions, including formal and informal institutions, affect trust --after controlling other relevant socioeconomic factors.
Taking the fact that institutions have been widely regarded as a vague concept, trust might be one way to understand the quality of institutions as it is a mental picture or mental reflection of them.
Literature Review
In recent years, better data sources and techniques have made it possible to empirically analyze individual's perceptions and relate them to institutional factors. For these empirical studies of the trust issue, they could be classified into two types: one is based on individual-level data; another one is based on aggregated national-level data 8 .
For individual level study, Glaeser et al. used General Social Survey data and probit or OLS models to analyze trust in United States. They found that trust "is much lower for later cohorts", but "much higher among richer and well-educated individuals". They also report that "(m)en are slightly more trusting". Higher levels of trust are associated with 7 Moral argument is not preferred in this paper. Unfortunately this is the best word I could think of at this moment. 8 Putnam's study is not included in this classification. Economics, Vol. 112, No. 4, pp. 1251 -1288 Zak, Paul J and Stephen Knack (2001) , Trust and Growth, The Economic Journal, 111 (April), More specifically, GDP per capita (1985) does not show consistent and robust effect on trust; "schooling" tends to have a positive but not robust impact on trust; "property rights index" is positively and significantly related with trust; And Gini income inequality, Gini land inequality, corruption and ethnic homogeneity have negative and significant effect on trust ( 
Empirical Tests

1) Data
Like most of previous studies, we use World Value Survey data to get individual-level information, which includes "trust", "income level", "education level", "gender", "age", "size of town", and "religious belief". The dependent variable is a dummy equal to 1 if an individual replies "Most people can be trusted" to the question "Generally speaking, For the national level data, different data sources provide measurements of formal institutions, national economic performance indicators, and percentage of population who belong to certain religious denominations, etc. Table A1 shows detailed information for all the variables considered in this study. Total observations with complete individuallevel and national-level information for our analysis are 54,945. Table A2 and Table A3 22 Of 54,945 total observations, about 79% belong to five classifications of religious denominations used in this study; 18% of total surveyed individuals either have no religion or have religions that are not identified. And the rest of the 2.4% total observations belong to religious denominations which can be identified but are different from the 5 classifications. Since 2.4% is a small proportion, we treat them as a part of the reference group and only use five classifications of religious denominations in this study.
in the Appendix display descriptive statistics and correlation information for these observations.
2) Model Specification
In this study, we wish to answer three questions to better understand institutions. The first question is concerned with country effects on trust, which is partly explained by formal institutions and other national characteristics. We will apply a random intercept model to try to provide empirical evidence to answer this question. The model is specified as: μ are the unexplained country effects to be randomly drawn from a population with zero mean and a priori unknown variance (Snijders and Bosker, 2003, p. 42 ).
The second question is to identify the effect of religion, one of several important informal institutions. We assume that trust will not only depend on individual religious beliefs, but it will also depend on the number of co-religionists in the country where the individual resides . One way to test this assumption is to use individual's religious belief and the percentage of population who belong to certain religious dominations in the country to differentiate context effects from religious institutions, as described in the following model:
In which, X ---individual-level variables, which include variables for individual religious belief; j R ---proportion of population who belongs to specific religious denomination in country j While comparable to model (1), this second model specification has an important implication in terms of the concept of "effect from religion". From this second assumption, effect of religion comes from two aspects: one is directly from individual religious belief which would be explained by within-group effects; and the second aspect is from religious organization. In this study, we use the proportion of population who belong to certain religious denominations as a proxy to estimate the second aspect of the effect of religion. We think that individual-level effects and group-level effects of religion could be very different. Some religious beliefs might promote trust at the individual level. But as a religious organization, it might not have a positive effect to promote trust due to various reasons, for instance, the respondent's levels of perceived alienation. Multilevel models can allow us to get a more complete picture of the effect of the "religion" factors. Previous studies did not distinguish these effects carefully, which might induce "shifts of meaning" and misinterpret effects of religious institutions (Snijders and Bosker, 2003, p. 13) . Furthermore, by comparing country-level variances across different models in Table A4, we can "develop an index of proportion reduction in variance or, loosely speaking, the variance explained" by the country-level predictors (Bryk, Raudenbush 23 , 1992, p.65) .
From these indices listed in the values, for all its implicit concern with good citizenship, can make a positive contribution to deepen trust in an individual's mind. In the study of development differences across Italy, Putnam (1993) argues that the South owes its prevailing lack of trust to the strong Catholic tradition, "which emphasizes the vertical bond with the Church and tends to undermine the horizontal bond with fellow citizens" 25 (Cuiso et al, 2003, p. 226 For the unexplained country effects in these models, they are significant and robust (see respectively. These two numbers provide useful preliminary information about how much variation in the outcome lies within and between countries 28 . In this case, these estimates indicate that even the residual variance between countries is substantially smaller than the residual variance at individual level (0.3446 vs. 1.0014); there is still a statistically significant amount of the variation (about 25 percent) comes from country effect.
For individual-level explanatory variables, if we assume that individuals are subject to effects based on their personal characteristics in the same degree, as this assumption implied in the Models 2 to 19, we find that personal education and income levels are 27 In Guiso et al's paper, they also refer to studies done by Landes (1998) for the Muslim religion, even though the associations between these three religions and the level of trust do change across the countries, as illustrated in Table A7 . According to the similarity in terms of the effects from religions at individual level and religious compositions across the country, we clustered countries into 7 groups, and listed them in the Table A8 in the Appendix. We also summarize the difference between previous studies and our multilevel approach in the Table A9 . 
Conclusions
It is a truism that levels of trust between individuals are profoundly important. Recent research corroborates the idea that there are identifiable variations in levels of trust from individual to individual as well as from place to place and culture to culture. Value is based on the question: "Generally speaking, would you say that most people can be trusted or that you need to be very careful in dealing with people?" 0 = "Can't be too careful" 1 = "Most people can be trusted" . Paper 3
Paper 4
Paper 5
Paper 6
Paper 7
Paper 8
Paper 9
Paper 10 
